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Preface 



This report examines the first-year finances of Massachusetts charter schools. By 
exploring the financial statements of the Commonwealth’s first fifteen charter schools, we 
gained insights into how the boards of trustees of these schools managed the tension between 
meeting their academic goals and simply surviving as new organizations. We examined the 
revenue and expenditure patterns of these schools and compared their spending to national 
district norms. Finally, based on our findings, this paper offers recommendations to charter 
school leaders, policy makers, and foundations. 

This study builds on “Supplying a System of Charter Schools: Observations on Early 
Implementation of the Massachusetts Statute” (Millot and Lake, 1997). That study examined 
the capacity of the different types of applicants and the factors that limited their ability to 
operate an independent public school. Some of the obstacles identified by Millot and Lake 
(1997) were that these schools faced difficulty in finding appropriate sources of technical 
assistance, facilities, and start-up financing. This report looks more closely at these same 
fifteen schools in that same year, fiscal year 1996, but it focuses on the financial issues 
associated with these challenges. 

This work was funded by the Gund Foundation and was conducted by the University 
of Washington’s Center on Reinventing Public Education. 




i 



Contents 



Preface i 

Biographies v 

Executive Summary vi 

Acknowledgments ix 

INTRODUCTION 1 

Methods 7 

1) REVENUES: Where Did the Money Come From? 10 

Basic Payment 11 

Government Grants 15 

Private Contributions 16 

In-Kind Donations 18 

Revenue Summary 18 

2) EXPENSES: Where Did the Money Go? 20 

Start-up Costs 21 

Instruction 22 

Administration 23 

Teacher Support 25 

Operations 27 

Student Support 33 

Expenses Summary 33 

Surplus [Deficit] 34 

3) COMPARATIVE SPENDING: Charter School vs. District Spending 35 

4) CONCLUSIONS 41 

5) RECOMMENDATIONS 44 



ERIC 



4 



Sources 



50 



Endnotes 53 

ATTACHMENTS 55 

Attachment A. Budget Template 

Attachment B. Protocol 

Attachment C. Facilities Renovation and Financing 



Figures 

Figure 1: Revenue Summary 10 

Figure 2: Expenditure Summary 19 

Figure 3: Charter School Spending Relative to District Averages 34 

Tables 

Table 1. Target Population 8 

Table 2. Revenue: Basic Payments 12 

Table 3. Fluctuations in Basic Payments 13 

Table 4. Revenues: Government Grants 15 

Table 5. Revenues: Private Contributions 17 

Table 6. Expenses: Instruction 21 

Table 7. Expenses: Administration 22 

Table 8. Teacher Support 24 

Table 9. Teacher Support Allocations Relative to State Recommendations ... 25 

Table 10. Expenses: Operations 28 

Table 11. Reported Construction Costs 29 

Table 12. Projected Facilities Costs 30 

Table 13. Expenses: Academic Support 31 

Table 14. Surplus (Deficits) 32 

Table 15. National Averages for District Spending 34 




IV 



6 



Biographies 

Paul Herdman is a doctoral candidate at Harvard University Graduate School of Education 
and a research associate with the Center on Reinventing Public Education at the University of 
Washington. From 1994-97 he worked for the Commonwealth of Massachusetts' Charter 
School Office. 

Marc Dean Millot is currently the Director of Design Team Operations of the New 
American Schools and is an attorney. Formerly, he was a senior researcher with the RAND 
Corporation and has published widely on the topic of charter schools. 



Executive Summary 



This report examines the first-year finances of Massachusetts' first fifteen charter 
schools. By exploring fiscal year 1996 financial statements and speaking with the charter 
school leaders, we gained insights into three questions: 

• Where did the charter schools gamer their funds? 

• How did these charter schools spend their revenue? 

• How do these spending patterns compare to district norms? 



Revenues 

In response to the revenue question, we found that the largest funding source for these 
schools was the state’s Basic Payment and transportation allocations (89%), followed by 
private contributions (7%), and government grants (4%). 

This average portfolio pointed to several interesting trends. First, these schools 
appeared to very (perhaps overly) reliant on the Basic Payment. This was potentially 
problematic because state funding fluctuates based on changes in charter school enrollment 
and district spending. Second, government grants were underutilized. This appeared to be 
due to a lack of development staff at the school level and a sense that many government 
grants required too much paper work for too little funding. A third revenue trend was that 
one-third of the schools were reliant on private funds to meet their expenses. This reliance 
provided these schools with a more balanced portfolio (and thus protected them from 
fluctuations in state funding), but it also raises questions about how dependent these schools 
should be on soft money. 




vi 



8 



Expenses 



How did these charter schools spend their money in 1995/96? Instruction costs made 
up the largest percentage (50%), followed by operations (25%), administration (19%), 
student support (4%), and teacher support (3%). In addition, "start-up costs" were buried in 
every expense category and likely persisted well beyond the schools' first years of operation. 

This average spending pattern raised several issues and concerns. First, these schools 
were going to great lengths to dedicate as many resources to their “classrooms” as possible, 
but their operations and administrative costs often compromised those efforts. Second, since 
Massachusetts charter schools did not receive facilities funding at this time, it was not 
surprising that operations costs were high. Further, the debt burden associated with buying 
or renovating a building — a number that does not show up in our expense categories -- was 
so high for many schools that it cast a shadow on all of the school's subsequent spending 
decisions. Third, the administrative demands of running these independent public schools 
were also more complex, and thus more expensive, than many anticipated. And finally, in 
this exceedingly tight time, student and teacher support services appeared to be the lowest 
priorities and thus, the least funded expense categories. 

Surplus (Deficit) 

After examining the Surplus (Deficit) of these schools, or Total Revenues less Total 
Expenses, we found that, all but three of Massachusetts charter schools had a surplus in 
FY96. Most surpluses were under $100,000, but six exceeded that amount, and the largest 
was nearly $400,000. Since charter school regulation allows these schools to carry over 
surpluses, these funds were crucial to many schools in paying off debt, in serving as a buffer 
for lean times, and as a nest egg for the future purchase of a facility. 

Comparative Spending 
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Are charter schools getting more funding into the classroom than district schools? 
When we compared the spending patterns of these first-year charter schools to national 
district averages, we found that they spent about the same on classroom expenses as an 
average district school. In making this observation we are cognizant of two very important 
caveats. First, that this spending differential could change over time, i.e., as these charter 
schools become more established, they may be able to dedicate more funds to instruction. 
And second, that this question of "how much?" is far less important than the question of 
"how?" That is, when more valid student performance data become available, the next 
question to explore should be "Are charter schools producing higher student performance 
than district schools for the same public dollar?" 
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INTRODUCTION 



Many believe that one of the major problems in American education is that we spend 
too much on central office administration and not enough on the classroom. In theory, 
charter schools offer an answer to this problem. These schools are financed directly from the 
state, completely bypassing the district-level bureaucracies, and thus, in theory, should have 
more money to spend on the classroom. To find out if this was true, we asked how do charter 
schools spend their money relative to traditional district schools? In the analyses that follow 
we will argue that the charter schools in our sample, first year schools in Massachusetts, 
surprisingly spent about the same on instruction as district schools nationally. While this 
finding begs an even more critical question — Are charter schools producing better results on 
those same public dollars? — this paper provides an important foundation from which to 
build. 

Before delving into the core of this study, we will provide some context for our 
findings. First, we will define charter schools broadly and Massachusetts charter schools 
specifically. Second, we will briefly describe how US charter schools are part of the 
international trend to decentralize public education. Third, we will provide an overview of 
the theories underpinning the push towards site-based budgeting (i.e. control of school 
budgets at the site-level). 

Charter Schools Defined 

The definition of a charter school varies by state. A "charter" is an agreement between 
an authorizing agent (usually a state education agency) and a public entity (e.g. a group of 
parents and teachers) which delineates what a school will deliver. However, the process of 
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receiving a charter, the length of charters, the number and type of authorizing agents, the 
degree of autonomy schools are given, and legal status of charter schools varies by state. 

Despite this variation, all charter schools are built on several common tenets. The 
theory behind charter schools is that they will provide higher levels of student achievement 
because a) they are less constrained by district-level bureaucracy and thus more responsive to 
the needs of their students, b) they are schools of choice, so parents and teachers support the 
mission, and c) they are accountable, because their continuation is dependent upon their 
ability to produce results 1 . 

In 1990, there were no charter schools. A decade later, 37 states and the District of 
Columbia have passed charter school legislation. Further, the charter school initiative is 
likely to continue growing. The federal government has increased the incentive for states to 
pass such legislation by providing a total of $227 million in charter school support funds in 
FY99 and FYOO. 

Massachusetts Charter Schools 

The Massachusetts charter school law was part of the state's Education Reform Act of 
1993 and the Commonwealth's first charters were awarded in 1994. In this state, charter 
schools are public schools that operate independently of any school committee under a five- 
year charter granted by the Board of Education. Parents, teachers or non-profit organizations 
can start them, and they are free to design their school around a particular educational 
mission or approach as well as develop a board to oversee the school. Once established, the 
boards of these schools are public, legal, entities that have the power to control their budgets 
and have the responsibility of managing the school's performance. 

In exchange for this freedom, these schools are subject to both market and 
governmental accountability. Charter schools are subject to the market in that they need to 
attract students in order to keep their doors open (an average student in Massachusetts 
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represents about $6,000 in revenue). And they are accountable to the government in that the 
state has the power to revoke a school's charter if it is not meeting its mutually agreed upon 
performance goals. 

By the fall of 2000 there will be forty-three charter schools operating in 
Massachusetts. During 1998/99, the Charter School enrollment in Massachusetts was 9,930 
students, or about 1 percent of the state's total enrollment. In addition, while the 
Commonwealth currently limits the number of available charters to 50 2 , and has state and 
municipal enrollment caps 3 , there is legislation pending to increase the number of charter 
schools to 150 (see www.doe.mass.edu for the Massachusetts Charter School Law). 

Charter Schools Are Part of A Global Trend to Decentralize 

Decentralization is much larger than the charter school initiative; it is a global trend. 
Since the 1970s, countries around the world 4 have adopted education reform strategies built 
on providing local schools with more control in exchange for more concentrated central 
accountability. The way it is meant to work in theory is that local schools are free to develop 
the means of education, but will be held accountable for their performance relative to central 
standards. 

Decentralization efforts can be found in some forty-three countries around the globe, 
but they have not been uniformly successful. The failures have often come in non- 
industrialized countries or when site-based management was used in isolation. For example 
in Nicaragua, "local autonomy" equated to saddling poor residents with decrepit buildings 
and asking them to pay fees in order to educate their children 5 and in Mexico it meant 
holding teacher salaries constant while dramatically increasing their responsibilities 6 . In 
essence, in countries with limited local capacity, decentralization appears to have been a way 
for governments to side-step their responsibilities rather than improve performance. Further, 
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Odden and Busch (1998) argue that providing site-based budgeting independent of a 
comprehensive school reform plan appears to be equally unsuccessful 7 . 

However, under the right conditions, decentralization does appear to hold some 
promise. Victoria, Australia, England and New Zealand have all created promising 
decentralized systems 8 . Odden and Busch (1998) point out that site-based budgeting is most 
successful in a system of clear academic standards, a school culture that is mission-driven 
and a political environment that is adequately supported and stable 9 . In the British 
Commonwealth these systems have developed under such conditions. Thus, given the 
similar conditions across much of the US, it appears that this strategy might be successfully 
imported. 

Within the US, charter schools are unique from most other public schools in that they 
have virtually complete control of their budgets. This distinction is important because 
charter schools are part of a growing national trend to provide schools with more local 
control. In the 1970s and 1980s site-based management emerged as a model for giving 
school communities more authority in the US 10 . Now, in the 1990s, charter schools are seen 
as the most aggressive form of decentralization in this country". 

The literature is virtually silent on charter school micro-finance. While there have 
been studies of how state -level charter school finance policies work 12 and there have been 
studies of how districts have spent their funds 13 , there has not been any published micro- 
financial analyses of how charter schools have spent their funds 14 . Therefore, this report 
hopes to inform the national debate regarding how much local control public schools need in 
order to be effective. 

The Arguments for Site-Based Budgeting 

Why move to as system of devolved fiscal control? There are two prominent 
arguments: the financial and the efficiency arguments. 



Financial Argument 



The financial argument assumes that site-based budgeting will reduce bureaucracy 
and thus increase the funds dedicated to instruction. More funds dedicated to instruction, the 
logic goes, will lead to improved student outcomes. This argument assumes that central 
bureaucracies are bloated and wasting tax dollars. Mandell et al. (1995) point out that the US 
spends nearly $270 billion a year on public elementary and secondary education. From the 
financial perspective, the issue is not the amount of money being spent on education, but 
where the dollars are being spent. More specifically, it is unclear how much money is getting 
into the “classroom”. Bruce Cooper of Fordham University asserts, "We keep pumping more 
and more money into the system, but we don't know where it goes when it gets into the 
system. It's like swinging an ax in the dark.'" 5 This paper will attempt to clarify how charter 
schools in Massachusetts spent their funds and compare those spending patterns with national 
district norms. 



Efficiency Argument 

The second argument for site-based budgeting, the “efficiency argument”, assumes 
that bringing the decision-making process to the school-level rather than the state or district 
level, will improve the efficacy of public dollars spent. Hanushek (1997) argues that, even if 
a school were able to dedicate more funds to its classrooms, student outcomes would not 
improve if teacher practices did not improve 16 . Thus the efficiency argument is not about 
more money, but about using money more wisely. That is, even if charter schools spend 
their funds in the same proportion as districts, they will be more "efficient" if they can 
produce better outcomes with the same public dollar. Odden and Busch (1998) suggest that 
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this is of critical importance in the US at this point in history because only 20-25 percent of 
US students are achieving at proficient levels 17 and yet the amount of money being spent on 
education is dropping. For the first nine decades of this century the education-dedicated 
funds increased by 25-75 percent per decade, but in the 1990's that trend appears to be 
leveling off 8 . Therefore, if we want to improve our global standing, American schools need 
to do more with less. 

Since charter schools are this country's most aggressive version of school 
decentralization, it is worth examining how they are exercising their authority in that they 
might serve as models for large-scale site-based budgeting. 

This paper will attempt to examine the financial argument. That is, it will summarize 
how charter school funds were spent in 1996 relative to national district norms. Since, there 
is currently insufficient comparable test data on both district and charter schools, I will not 
attempt to examine whether charter schools are using their funds more efficiently. The 
research questions that guided this study are the following: 



• How did these charter schools garner their funds in 1995/96? 

• How did these charter schools spend their money in 1995/96? 

• How do these spending patterns compare to district norms? 

In order to answer these questions, this paper is divided into five sections. Section 1 
summarizes the revenues of Massachusetts charter schools in their first year of operation. 
Section 2 provides an overview of these same schools' expenditures. Section 3, provides a 
comparison of this spending pattern relative to national norms. Section 4 examines the 
implications of these findings. And section 5 offers recommendations to policymakers. 
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practitioners and funders based on our findings. 



METHODS 

Sample 

This study focuses on the finances of the first fifteen Massachusetts charter schools 
opening in the fall of 1995. While the Massachusetts charter school initiative has grown to 
include forty-three schools, we chose to focus on the first fifteen because they have the 
longest history in the initiative, and they were the only schools that had filed financial data 
when we began this study in the spring of 1997. 

In examining these results, it is important to remember that these schools were both 
laden with far more responsibilities than a traditional public school and trying to start a 
school from scratch. In addition to making all of the personnel and curricular decisions that a 
decentralized school would need to make, these charter schools also had to find and finance 
their own facilities as well as handle the reporting requirements of both a school and a 
district. Further, these schools were new, in their first year of operation, which likely added 
to the challenge. Therefore, this paper examines the financial decisions of a group of 
extremely autonomous schools in perhaps the most stressful phase of their development. 

The schools themselves differed greatly, (see Table 1). They ranged in enrollment 
from thirty-nine to six hundred and forty students and they were spread across the state, with 
the majority located in urban areas (9 of 15). Their educational approaches varied 
considerably — from the progressive (e.g., Coalition of Essential Schools and Reggio-Emilia 
models) to the more traditional approaches (e.g., "Success For All" and E.D. Hirsch's 
"Common Core"). 

The management capacity of these schools varied as well. Private management 
companies managed two schools. Community-based or "sister organizations” collaborated 



with eight schools. And grassroots founders ( primarily teachers and parents) managed five 
schools without any external support. In sum, “charter schools” are diverse, and the findings 
that follow vary greatly depending on the unique circumstances of each school. 

Budget Analysis 

In order to summarize the revenues and expenditures of the Massachusetts charter 
schools in fiscal year 1996 (FY96; July 1, 1995-June 30, 1996), we developed a budget 
template (see Attachment Al). We organized the charter school expenses based on the micro- 
financial model developed by Bruce Cooper (1993), see Attachment A2. Once we had the 
numbers in a common format, we asked charter school leaders and business managers to 
verify our categorizations and to tell us the story behind the numbers (see protocol, 
Attachment B) 19 . 
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Table 1. Sample. 
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SECTION 1: Where Did the Money Come From? 



Charter schools, like any public school, are eligible for funding from an array of public 
and private sources. This section summarizes the revenue sources of these charter schools in 
fiscal year 1996. 

Odden and Busch (1998) point out that there are two major issues in deciding how to 
finance charter schools. First is the issue of whether charter schools will receive funding directly 
from the state or directly from the district in which they are located. Second, policymakers need 
to determine whether charter schools will be financed at the state's "foundation" level 20 or 
whether they should be paid at the actual expenditure of the local district. 

Massachusetts charter schools are designated as their own local education agencies 
(LEA's) and have a direct reporting relationship to the Massachusetts Board of Education. The 
board of trustees of each school was paid an Average Cost per Student (ACS) which represented 
the sending district's (the district the child came from) total education expenses divided by that 
district’s total enrollment. Not surprisingly, charter school supporters claim the ACS is not 
enough money because it does not include facilities funds, and charter opponents claim it is too 
high. 21 

During the school year, each charter school received four quarterly payments from the 
state (what we’ve labeled "Basic Payments") and raised whatever additional private or public 
funds it could. Therefore, while the Basic Payment was often used in part to pay down start-up 
debt, it did not become available until the school became operational 22 . Figure 1 (below) 
illustrates that the largest revenue source for these schools was the state’s Basic Payment plus 
transportation (89%), followed by private (7%), and government grants (4%). Each of these 
revenue sources will be discussed in turn. 
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22 



Figure 1. Revenue Summary. 

This chart summarizes the revenue sources of the charter schools in this study. (N=1 5) 



Where Did the Money Come From? (FY96) 




Basic Payments Were Important, but Not Completely Reliable 

The Basic Payment is the Average Cost per Student multiplied by a charter school's 
enrollment. This Basic Payment accounts for the vast majority of a charter school’s revenue, 85 
percent on average. In addition, charter schools received an average transportation allotment per 
student if they opted to provide their own transportation (4% on average). Thus, the state's 
allotment accounts for 89% of an average charter school's revenues. 

Table 2, below, demonstrates that most charter schools relied heavily on the Basic 
Payment. Therefore, the Massachusetts charter schools we examined were "enrollment-driven." 
That is, unlike a district school that has a ready source of students, these charter schools needed 
to recruit and retain students to remain viable. 

A danger charter schools faced in relying heavily on the Basic Payment was that it was 



ERIC 
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not a completely predictable revenue source. At the beginning of each academic year, the MDOE 
provided each school with a "projected" Basic Payment allotment. However, in FY96, nine of 
the fifteen charter schools saw a net loss in their projected vs. their actual Basic Payment, see 
Table 3. Two variables accounted for these fluctuations: (1) changes in enrollment (e.g., School 
A saw an enrollment drop of 19% over the course of the year due to poor management) and (2) 
the Average Cost per Student (AC/S) (e.g., School E which had a steady enrollment, also 
experienced a Basic Payment shortfall because its home district's Average Cost per Student went 
down due to increased enrollment in the city). If either or both of these variables changed over 
the course of a year, which was common, it had an impact on a school's total revenue. 

In addition, because Basic Payments did not begin until the school became operational, it 
did not address the school's start-up costs. In order to hire staff and prepare facilities for 
September, charter founders needed to find alternative funding sources or accrue substantial debt 
the prior year. In sum, the Basic Payment was by far the largest revenue source for these 
schools, yet it was not completely reliable and did not address start-up costs. 
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Total 15,223,214 717,929 15,941,143 91,660 

Average (Total/15) 1,014,881 47,862 1 ,062,743 6,111 
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760,228 808,298 48,070 6% enrollment 

456,240 399,622 -56,618 (12%) ACS & enrollment 



Government Grants Were Under-Utilized 

At the end of fiscal year 1996, all fifteen charter schools received federal charter 
school start-up funds. The awards ranged from $15,500 to $34,500 (see Table 4 below). The 
MDOE encouraged the schools to use at least a portion of these funds to refine their charters 
via "accountability plans," but the funds were generally unrestricted. These funds appeared 
to be especially helpful to smaller schools. For example, while these funds, on average, 
represented 2% of a charter schools budget, they represented 10% of School H that had only 
thirty-nine students in 1996. 



Table 4. Revenue: Government Grants 



Charter 

School 


Federal Start-up 


Other Gov't 
Grants 


Total 


Total/Student 


% of Total 
Revenue 


A 


30,838 


_ 


30,838 


141 


2% 


B 


30,904 


- 


30,904 


207 


4% 


C 


34,429 


149,586 


184,015 


298 


4% 


D 


25,934 


- 


25,934 


203 


3% 


E 


16,500 


15,892 


32,392 


498 


4% 


F 


21,250 


18,577 


39,827 


362 


5% 


G 


30,940 


31 ,804 


62,744 


527 


8% 


H 


23,967 


- 


23,967 


615 


10% 


1 


26,318 


18,700 


45,018 


251 


4% 


J 


- 


- 


- 


- 


0% 


K 


27,472 


24,824 


52,296 


385 


6% 


L 


20,806 


- 


20,806 


408 


6% 


M 


33,050 


76,433 


109,483 


245 


4% 


N 


29,150 


12,180 


41 ,330 


276 


5% 


O 


15,500 


- 


15,500 


298 


3% 


Total 


367,058 


347,996 


715,054 


4,714 




Average 

(Total/15) 


24,471 


23,200 


47,670 


314 





Other government grants, state and federal combined, made up only 2 percent of 
charter school revenues. In most cases, Massachusetts charter schools took advantage of few 



